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8outheast Asia L e ague plans wid^-February tneetirigo . . 

The Southeast Asia League, which ms fomed in BangSccfc last September 
by "representatives"' of Siam, Vietnam, /jaos, Cambodia, Indonesia, t'alaya 
$md Btirma, is reported as still planning to hold a E!id“.Februarir Jiieetijig in, 
Bangkok, Th^e I.eague, aji .unofficial associatioa, apparent7.y'aims toward th.9 
establishment of an official .Southeast Asian PcderatloiB. whio5> vfould represent 
the governments of the arest^ liis original mo-fci ration seems to hare oome 
from the Free Thais and "free" Indochinese groups, but nmv that the Free 
'Hiai-dominated government of Siam has been ousted, the Siameoe members of the 
League have dropped out and the Indoohljseoe groups have assmied leadership. 

If the present Siamese Govei-nment proves hostile it is likely that the 
League will move to Haiigoon vdiere it has alreacly' been invi.ted. 
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W JAPAN 


Inflation in Japan. The progress! valy increasing issue of currency in 
Japan is leading to rears of uncontrolled inflation. %• 21 Bece’nber 19hl$ 
note issue had reached the staggering figure of 2?j.9,lU2>CXX),0C)0 yen. This "was 
Just about double the note issue at the beginning of the fisc^ year* on 31 J^arch 
19147* and compares with ax^proximately 12 bl.llion yen in drculatxon in March 19Uo* 

It is reported tlriat a note issue of 300, billion yen is expected by April 19u8. 

V»ith industrial production at only about IiO percent of the 1930-3U level 
and showing little signs of substantial ijnprovement, the increasing currencgr 
circulation is causing deep conceme This is particularly aggravated because 
of a large part of the increase in circulation is passing into the hands of 
the urban merchants* who are more likely to continue the notes in circulation* 
instead of the farmers who would be more likelj>- to hoard the notes thus keeping 
them out of d rculation* 

Contributing to the inflation is the deficit financing of the govewstient. 

The general account of ttie budget Is approximately in balance but this is a 
misleading picture* Special accounts and prefectural balance are far in arrears. 
Danands by the I^econstruction Finance Bank whose major purpose is the financing 
for i«habili tation is also causing a substantial increase in currency* 

Japan is undergoing a controlled inflation. Until the present time* this 
inflation has been serious but not as yet catastrophic. ' Although there has been 
some weakening of faith in the currency, flight of currency to s\'-ailable goods 
has not as yet become extraordinary. However, with prospects of increasing note 
issue, the danger of curx'enqy collapse increases. Unfortunately * th^ire appears 
, to be no immediate outlook for .substantial output of goods vfhtch can "soak up" 
the currency. Unless the Government renders more effective its inflation control, 
Japan faces an economic crisis. 

V 

Fifty-one new commoners . One of the historic events of postwar Japan took 
place re^ntly when 5i members of 11 Jsi'sn.'.se Imperial families became commoners, 
thereby undoing another of the steps taken by Japan’s empire builders. At the 
ti^ of the Meiji Hestoretion (1668) the crown rested on the 16 year old leiji* 
son of the haperor and a commoner. Despite the coTranon Imperial practice of 
adoption and the keeping of concubines, there were no other members of the dynasty 
who could ascend to the throne in the case of .''eijl’s death. Japan’s empire 
builders needed a strong dynasty, so in addition to promptlj^ marrying off the 
boy 0 ,’:.peror, eleven families were raised to Imperial status. Nine of these famdlies 
were descended from t':r« Fushimi Kunllye whose vague claim to Imperial status was 
based on descent from the 102nd Emperor, twenty- two generations earlier. 


w 


Japan’s e 3 q>ansionlsts used these families to further their plar.3 for 
aggression. The daughter of the last Tokugawa Shogun was married to a prince, 
thus binding the Shogun and his followers to the throne, '^fter the Goverment 
had suppressed the civil war launched in 1877 by the Satsursa Clan in Kyushu and 
its cohort, the King of the lyulyus, daughters of the head of the Clan and the 
King were !Tiarri.ed to Princes. Nagako* granddaughter of the King of the lyukyus, 
became Hirohito’s Empress. After the annexation of Korea, the heir to the throne 
was brou^t to Japan" and married to an Imperial Princess as a means of helping 
absorb Korea into the Ebipire® 
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The Imperial ’’second string”, who have led secluded lives as virtual 
prisoners of the empire builders, are novf thrast out to eain a livinp, shorn ^ 
of their titles and most of their wealtlri. Those '.»5.th militaiy G>'perience are •. 
subject to the sa"'e purge directives as other commoners. embers of the group 
have ar-pa-> -&ntly had amUtions to replace- the Elde r iitateemen and the l=rivy 
Council* hov^ever, is not anticipated 

that the ne^commoner^w^n^ecM^Ii^powsr^uSiSa the throne# 


KQVKA 

Significance of new ilighti st "N ational Cour cn”. lecem, repor-^s indicate ^ 
that ?im Koo has“abandorferi his intri.gue for a coa Li tlon vn th Aorth horesr, l^f-^ers 
for the establishment of a unified Korean Covcrn-ert end nas^.^o-nec forces ^ 
ihee Syngran in the letter’s clamor for the earlv elects or a 
Korean Goverr.ment. Kim’s '’tnal-balloon” effort at a nr 

indicated that solid itightlst suf-xort for this ’noye woulo not Le forthco ..nf- 
Bence, Kim was acle to perceive that he would not have sufficient ^ 

oust the Northern Communists from the future "coalition rov rr-ent. 
aiparently decided to merge his "^iaticnal Conpren s" wi tn :hea £ -epresrr i<- ve 
As 3 enoly"'^in the formation of the new "Kational Council". Tne pro t a Me aim of 
this nei Rightist coalition is to cooperate with the Cl! Co-j srnon 
te induce the ComTr.ission to hold im-^ediate elections in ^outh Korea alone in- the 
probable e'.ent of boviet i-efusal to cooperate. }:eh?nd this support, however, is 
the thinly-veiled threat to the US, that if soviet oostinac^ ^ t- + + 

S!ay of a settlement cn the part of the UK, the "National Council wl.ll constitute 
itsMf the, legal government of South Korea and agitate for immediate recognition. 


It is evident that the internal rclitical situation in oouth orea i 


such 


that the US will l;e forced to cold an clccT.lon ir liie noa-_.uture, witn o. « . tn- 
out UM observetion. Any election held in -outh Korea --tlr.r ’ho calculacle^Dita.e 
will constitute nothing more than a cerfi nation of tne national Council ^ clam 
to fcovernmental authord. ty. 

The US vdll thus be in a position of authorizing the establishment of an 
indecendent ->outh Korean Government for whose actions it cannot be rr;s, o,rstbie, 
and wtiose qualifications for safeguarding US interests in the area are certainly 
debat^ible. Indications are that i^hee woMd nominally head the government as 
"President” ivhile Kir would -wield effective control. Both have unViounced 
ambition and the latter is reportedly intriguing for Chinese support in his 
aspirations for eventual annexation of i-orth Korea. This intrinie is ppare.'itl/ 
taking the fom of offering Im'-iedtete milltarg aid to Ghteng tai-snek in .anenuria 
in returr: for future Chinese assistance in tiie conquest of mrl-h oorea. 

Regardless of the practicality of these rep-orted -nirmy it is certain th-at 
•the future hhee-Kiri coalition will have a decided penc’-ant jor rMitical 
adventures.' : ence any overt Ub connection wi th, or com-i tnent.s to, such a regime 
will be fraught with considerable hazard. 


Approved For Release 2001/08/26 : CIA-RDP79-01082A0001 0001 0037-9 



Approved For Release 200 1/08/2/#'fSi£RDP79-01082A000 1000 10037-9 




ggriA 

a rvU-scale Conamlst effort at lJukden is not to 

velop before lute :jurch or ourly April t.'hen the food 
-.d..u be at its v.orst. The Ccununists, ctiLL disposea xn 
and southwest of i. .irden, aro na; continuinc their efforts to J ^ 

isolated and disrupt its *sonOB^. The Coi.u;amists are f ather axdea by the 
evident dissension and staff confxision in Chen ChQ^»s 

SSr^s. The feud between General Chen and the '.te^^oa Clique Jr®f J-f ® 
SITopen a^iii ^fhen an entire division, presutaably Chen*s, 
us tv» „^iaupoa-coniraanded divieions were slow to reinforce, I.ationali 
sources adiait losses toUUlm: 25,000 for the past tiree Mweks, 

iVt a conference in IMcdon— notwortiiy for the presence 
two ex^Llanchurian leaders, Ifeluru; 31;ih-hui ^ 

;^8 said to have scolded Cl»n Cheng for his ineiiicient l-eadership . He 
also insisted thut Cljangchun atid iCirin be defended and tlut tl» i-eining 
(feiping-ilukden) railroad be opened. 

In Hopeh, the govemiaent claiiaed several victories in the 
area, while tlio Conanunisto crosaed the facliang 
threitened the Tangku area. Fighting contxnues in 
governor. Yen Hoi*shan, vjas reported on the move fw the 
Snths as his unios advanced t<x;ard U^'en, w^ch is 
communists. At the v;eek's end nationalist units 

Se ringhan railroad between Chenghsien and Hankov/, Coi.Tmunist units south 
of the Lunghai railroad retsiir«sd cotipi-i'atively quiet, 

^'^^r£ " m ilta of the election of national Assembly ijenbers tove 
. been announced b the national Governcont, with returns thus ^ 

that the expected lanuslide for the Kuomintang has materxaliaod, Ho\jever, 
the^clain by the national Governiaont that 150 millton votes v;erc o^st 
S dis^i^t^. The actual number cast is difficult to estimate, but 
'c Mv leas that onc-third of the government »5 fi^oo. ..Mie the 

in nltaulnttaB th, poUtionl a,jnrennn, 

anono semo Chinese (sroups, it is apparent 

selection of candidates, vdde-spread corruption and ' 

and ttic use of intimidation and family and local clams ‘;® , 

ance, all testify to the election of Kucminta^^oi:i^ted lUtxon-l A-aembly 
vihich is far from repreaentative of public opiniwi in China, 

Chinese nev.^f^pers in Uong Kong published lively f ® 

fonsatlon of the "democratic revolutionary group". Papers continued by 
thrSuonlntang char, od that the group, vras Coi.'cainist inspired 
while the opjosition professed to see in ttie fcroup a revolt of liberals 
SnSef of rli^nt-^lnc otonts. Hone 

considerable a; ace to iiev.s about the opening of the Demoeratic L&igue ^ 

. third plerv-ry session, but this developi^ixt was '’^^^"Sfficia 

eccit for attention given it by a goviet-oimcd asanalui daily, xiie.oiiici 
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'-'hane Yung Jih 1 uo finuU^'^ cacmentod on tlie Christru-s sti^-cracnt 
of liio Tse-tung, #jf tip Chinese Caniuniot lurty, '..hich luiu been ^ 

thut tin* ignor^ in news uliu editoriuls. The account, hoi;evc»r, va-u boiled 
uovm to Vvo paragraphs and only t \!0 proposals (the suggestion of a "Ceoin- 
tern” for the fhr last una the prof-osod, correction of '‘erroneous” Chinese 
Co;;iJunist thinking) v.’ere given mention, after cwisideruble distortlwi. 

This inadequate a^lI: 1 Ilary vve*# lauelled the ner* "traitor line.” 


iixtornal iolitleal 

25X1 C ^ repatri' 

ation of doviot eltdaezus will take place in the spring of 1948 and vdH be 
followed by siiailar official offers of repatriation to loles, Ceechs, 
Yugoslavs, Ituraaniana ana citizens of other Soviet satellite states,* Hw- 
^ ever, Tass is to retuiin at full strength, according to this rej-ort, and 
' the activities of Torspredetvb \.±1X be increased by t he unoffiolal partici- 
pation of reprosentativeja ^ the satellite states. It has been leamed 
25X1 C itrom that a Torgi^redstvo office recently has been set 

up in Canton, irarking a major penetratiwiof^Scufc China Vy the Soviet 
25X1 C trade or, jani.6ation. . ccording to Twgpredstvo«8 represen- 

tatives are no longer peA.; l.ttod to operate in Hong Kwzg. 

The eviction by tlw IIonjs^^Yoag uuthoritiea of a number of Chinese 
squatters fresn the area fonasrly known as the "Kowloon ’.iilled City” 
(justified by the jJritioh on health and safety grounds) v;hich resulted in 
protests to the British limsassy from the Hanking Foreign Office early in 
LeConber and January, has become the excuse for rioting in Canton on 16 
Janxiory, and demonstrations in Sivu^hal on tip iJBth. Tip rioters in Canton, 
coicposed of students, labor unionews and hoodlums, invaded and turned the 
British Consulato and a nun^r of British ca.-BaBrcial houses. Four non- 
official Britons .ere slightly injured. 


r 


w 




Governor T« 7. Soong of Xwangtung inforiaed Hlnister-CkxuiBellor 
Clark that he and the Governor of Hong Kong had agreed to "let sleeping 
dogs lie" with reference to the Koivloon evictions. He blained the Conrminists 
for the outrage but expressed abject apologies to the British Consul 
General, assumed responsibility for the protection of British lives and 
property, offered to pay canpensation for damage, and promised severe 
punishment of the offenders, 

TSje toitish Airibassudor protested the outrage, eliciting a state- 
UBnt of regret from the Chinese Goyerniuent and an order to local authori- 
ties to protect the British, 

In Shangliai mobs of students and other* demonstrated before the 
jlmerican a hd British Consulates shouting charges of "imperialism", but were 
prevented from entering the premises by strong police guards, 

Tlzese incidents at Canton and Shanghai have all the hallmarks of 
inspired outbreaks, Logalistically speaking, the Chinese Goverre.pnt may 
be correct in claiming; jurisdiction in the former "Ka.'loon '..ailed City” in 
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conformity vdth a provision in the iJino-BriUsh Convention of 1893. liopr- 
ever, the Hone Kong authorities 8ubse<!uenfcly denied this "right" because of 
the resistance of Chinese anatsd forces to the Dritish oc<^i^tion (in 1B99?) 
of the Nev/ Terri tor ieo le-:«.aed under tJiat Convention j and a s tho ChiiK^se 
Govorniiisnt apj-ears to tiavt tacitly ac'-juiesced in that deiiial durin^i the 
intervening period, the British j.fe.y bo jAitting foi'T.'t-rd a clalo of pre- 
scriptive right in tiiat area. Generally speaking, the Chinese ^e 
callyienoplibbic and therefore receptive to charges of "foreign inperialisn''. 
Tins is true, ospeoially, of student groups and otnor nationalist csrgani— 
aations, So it would seeia that this outbi'siik has bsen promoted by the 
skilful trunsforration of their indigni.tion against the delinciuencies of 
the Nationalist Governrent into resenteent of "British Iri<erialxsn" . Doubt- 
less anti-iuawiciinisEi could be engendered by the sarr^* play on prejudice and 
vjith the saiae facility. Therefore, the i*eal laotives for the agitation 
against tiie British action in Kowloon and its unpleasant denouecents nmst 
bo sought in (a) tiie desire to distract the popular discontent from tlie 
foibles and culadninistratlon of the Natiomlist Goverm^nt and to avoid 
a decostration against tliat governi:®nt} (b) the desire of political foes 
(including the cor.mxuniots) to er:.Lvirrass Chiang Xai ^lek and his ^uodiutc 
entourage, especially T., V. Soong, the GoirOTnor of Kvangtung; (c) the 
dissatisfaction and jealousy of outside elements over the siraiggUng trairic 
from Hong Kcaig with its large profits. 

Tlw disturbances at Bltirighoi, including the demonstration before 
the /imerican Consulate, serve to support the belief that coixminists have 
sei! 4 ed on the occasion to disconcert the Nationalist ^vernrient, Hofwver, 
-imerican officials at Canton disagree with the assertion that conm^sts 
had instigated the disturbances therew for the following reasons j (1) stu- 
dents had given warning ti'«ut "will of the people vjus goiiig to be expressed 
in a detonainod manner" and advising that British officials should ^ eva- 
cuated to Hong iCorigj (2) absence of ijrecautions Chinese authorities, 
und delay in arrival of substantial ix>lico and troop reinforcements; 

(3) American property and Xlag carefully respected, mth exception of 
residence of /uasrican Assistant Llilitary Attache, vjhich caught fire from 
adjacent British buildings } (4) British in Hong Kong have been play.>jig 

vdth conraunists; (5) British Consulate prime objccUve, unlakc Com-^ 
munist type of action; q 6) agitators were from governitiont organisiatione 
and Canton municipality deeiwd to be sufficiently KuoEdngtang dordnated 
to thvrai’t unj- large cocinxirdst demonstration. 


' ' Currency. The Sovernmont raised the official US ^12^ exchange 
rate from CN 5^,000, which t/as established on 30 December 1947 , to 
CK C115,0tX) on 12 January 1948. The Shanghai US 0 blackraarket rdte opened 
tl^iis week at CII ^152,000, then fluctuated vddely reaching a new hicb ^ 

CN C21O,000 before leveling off at CN ^180,000 on 17 January 19^ follo\.ing 
reported arrests Qf 200 blackmarket dealers, 

Tha gpvemxaent now rec.uires all banks and insuroBce cocqpanies 
to submit detailed dally reports on all trade loans. 
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CociDW 3 dit>y {j;*ices continue to rise in spite of police 
controls iihd tlie govenwasnt's tiyht inonoy policy. After rice l»it an 
time high of CII vl,5£^»000p«r picul, liiyor ..'u of Shanghai placed u ceiling 
of a: C'1,500,000 per picul on this essential item. Rice dropped on 16 
January 1948 to CII <.-1,400,000 folloft-ine the arriiml of large ehipcenta 
at Shanghai, Higher prices arc exiected before the Chinese lief./ Year 
(10 Pcbruiiry)' aettleaent period is over. 

Budget, The national Govemnent apiroved an interim budget 
covering ope^^ilons for the first six nonths of 1948, Expendittires are 
fixed at CJl v96 trillion with revenue at CII v58 trillion, Ko disclos^o 
TJas mde as to ho\; the sovormnent proposes to meet tlus deficit of Cll v3o 
trillion; it is apparent, however, tliat str<Mig reliance ie placed on US 
aid* Tlie announced 40/1 of e:[Q)enditures for ciilitary purposes is considered 
unrealistic in toe light of toe approxiiaate 75 ; j spent in 1947* Tti® nev; 
budget provides a pay rise for government workers, but cuts departiisntal 
staff forces by 25,5, a reduction long ordered hut never carried out. ^ 

Industry . The National Government in taking over the cotton 
industry has ordered the registration of all rav/ cotton in Shanghai. It is 
reported that 30^7 of the stock is being hidden and that toe farmers are 
holding back tsore, all of which reflects the Chinese businesstian’s lack 
of confidence in tlie govorntaent . 

Reparations, TIio Chinese Governii»nt reports tlat toe first^ 
shipmsnt of ^p^ese reparations, ijicluding 17 munitions plants, and 8,2CX) 
nachines, lias left Yokosuka, Japan, for Shanghai, 

np . Frovisions of the Hong Koni*. China anti-scBigglin,.; 
agroement hu\te be^ announced as follov<a; (1) Hong Kong is to restrict 
loading of vessels going to China to cwtain designated centers so Chinese 
Custocis vv-Ul have the li.berty to check and inspect cargoes; (2) Chines® 
liiritiiae Custons are to establish Hong Kong centors to laintain a customs 
staff to collect or assess Chine.se customs duties in advance; (3) Hong 
Kong harbor naster is to refuse clearance to any Chinese port save those 
agreed upon; t4) Cliinese customs are to be permitted to enter certain ar^s 
in Hcjng Kong vj. ters for patjpol examinations; and (5) Hw^g Kong ia to re- 
strict the export of goods to China across the northern land frontier ut 
designated pcdLnts, 

Transportation - Shipping . Tli« Iliniatry of Couiounications has 
approved an increase of 70^7 in faro and transportation rates effective 
15 January 1948, 
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Fha etrengith of Burtneae Comntinist ('roups is orto of bhe major problerris 
facing the nevrly-independent O-ovemwent of Burma since, ia some parts of 
oentral Burma, those groups have become strong enough to challenge govern-- 
mental authority and administrations Some light has been shed on ttie depths 
of understanding of OoBHiuni-swi and the xvillingwess to support it on the part 
of the Burmese, eighty per cent of \;horn are agrariauo heoently a Burmese 
Communist when questioned on the principles of Karl loirx answered that they 
«ere: (l) no rentj (2) no tcptos, and (3) a big price for rioso 


PHILI P PI 

Constabulary begins new drlveo Nineteen companies of -Uie Philippine 
ConataViIlafy," direVteJl^^ OaGtanoda, launched a nov? offensiire 

on 12 January aiJtied at the capture of Luis Taruo, leader of the dissident 
agrarian Kukbalahap* This aevx drive, labeled '’Operation liystery,** calls 
for fifteen to thirty days of field oporationi;.. Launching of the new 
offensive follovred closely Taruo «a recent refusal to surrender tlius apparent- 
ly ending current attempts of administration leaders to solve the law and 
order problem by negotiationo 

Surplus ammunition purchased fr o m tS p President Uoxas has accepted UB 
terms in oonnootion VLdth a purchase of approximately 92,000 long tons of 
surplus US ground and aviation amuniti on thj*o-igh the Office of the Foreign 
Liquidation Gomraissioner, Terms of the contract, vdiich v.’bs signed in 
»¥a6hington on 19 January, are not yet available but earlier US aotlon approv- 
ing the transfer specified that the Philippine Government agree (l) to 
demilitarize the anmuuitioni (2) that none of Hie arromnition will ever be 
delivered to any other gox'ernment in a non-demilitarised state. The Phil- 
ippine Govenaiaent, subject to the toms in a formal contract, intended to 
•alvnge the powder for industrial uses in the Philippines and plnmied to 
•ell the metal scrap to private TJS firms „ 

Application* of s88 million Export-Import Bank loan authori ze do Presi- 
dent Ro^s has auiiiorized MbaVsVdor SlizaldV to apoTiTfoa' a SO year loan 
of $88 million for a pov/er development program which ms proposed in a 
survey made recently by "Jestinghouse Sleotrio Company. This loan is the 
first in a aeries to be sought for a long range Philippine industralisatlon 
program. 


MEh' ZEALAEP 

The Soviets have recently purchased betiwjen 20,000 and 25,000 bales of 
wool from Nevr Zealand. Before '.'iorld l.ar II ti:5SH did not appear in trade 
statistics o 
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